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It is strange that trade between nations should play 
so large a part in fomenting war and warlike spirit. 
Trade, after all, is the peaceful exchange of goods; the 
more extended and far-ramifying it is, the more we 
should expect a trend toward peace and a decline of 
war. Yet rivalry in foreign trade is a powerful adjunct 
to the forces making for war. It leads unceasingly not 
only to aggression and contest, but to suspicion, irrita- 
tion, diplomatic intrigues and squabbles. Doubtless 
there is exaggeration in the statement that the struggle 
for trade is the main and sufficient cause of all modern 

1 An address delivered before the Chamber of Commerce of the United States, at 
Chicago, April 11, 1918 
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wars; other factors are at least equally potent, not least 
among them the inborn fighting instinct. Indeed, eco- 
nomic rivalry seems often to be an unconscious manifes- 
tation of the spirit of pugnacious emulation. Each 
nation takes a pride in being the first, the victor, in 
everything — in sport, in art, in letters, in science, in 
war, and in trade also. We have to deal not with a 
purely mercenary or material state of mind; it is one of 
pride and glory, not entirely good, but surely not en- 
tirely bad. Whether deemed base or noble, the com- 
mercial phase of international emulation has of late 
contributed less to peace between nations than to war. 

Trade rivalry, however, is fomented and embittered 
by common misconceptions about the relation between 
foreign trade and general prosperity. Many persons, 
perhaps most persons, think of foreign trade, and es- 
pecially of exports, as being of cardinal importance to 
a nation. They think of the export trade, not perhaps 
as the one fundamental source of prosperity, but cer- 
tainly as a peculiarly important one. It is regarded as 
the test and measure of national gain or profit, the main 
thing to be striven for by commercial policy. Before 
considering the really important problems that confront 
us, I venture to call your attention to the misconcep- 
tions involved in this opinion and to the way in which 
they add to the difficulty of arriving at a sound na- 
tional policy. 

We all know that foreign trade, and more particularly 
exports to foreign countries, do not enrich the country 
by the process of bringing in money. We know it, but 
constantly forget it. No educated man would put forth 
in so many words the view that it is the balance of 
trade, or the difference between exports and imports, 
that signifies for a country's prosperity. But many 
educated men fall into a way of talking in which this 
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view is implied. To the man on the street it often seems 
an obvious and undeniable truth. Whether put for- 
ward indirectly, or directly and unequivocally, it is per- 
sistent and pervasive. 

Now, the one great fact in the normal trade of peace- 
ful times is the extraordinarily small flow of money in 
the settlement of foreign trade. By "money," of course, 
in foreign transactions, we mean gold. Though every 
individual transaction is in terms of money — that is, 
of gold — and though the aggregate transactions in 
terms of money are enormous, running into billions and 
billions, the actual amount of gold that changes hands 
is insignificant. Very small balances only are settled in 
specie. By the mechanism of the foreign exchanges, 
goods are made to pay for goods, just as they are in the 
mechanism of the domestic exchanges. London used 
to be the clearing house for the complicated offsets and 
transfers of international trade, and it was largely 
through London that the final gold balances were re- 
mitted. No doubt we shall see in the future a shift in 
the center of international payments. It would be rash 
to predict precisely to what extent they will cease to be 
settled through London; but there will probably ensue 
a considerable dispersion of the clearing transactions. 
Some will doubtless be effected through London, some 
through New York, some through Paris, some through 
Berlin; and eventually there will not fail to be inter- 
locking arrangements between these several centers. 
But in any case, once the world is again settled in the 
ways of peace, the movement of specie will be insignifi- 
cant as compared with the total volume of transactions. 
All this is so familiar that an apology is almost due for 
restating it. 

Needless to say, also, exports pay for the imports. 
If there be a permanent excess of exports from a coun- 
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try — a so-called " favorable balance of trade " — it 
exists simply because there are other things to pay for 
besides the imported goods, or (in the converse case) 
other things for which the people of a country have to 
receive payments than for their exported goods. For 
the forty years preceding the great war, we had in this 
country a great excess of exports, year after year; yet 
we all know there was a very slight inflow of specie. 
The exports of merchandise were simply the means by 
which we met sundry other obligations, such as interest 
on our debts contracted abroad, tourists' expenditures, 
remittances which newly arrived immigrants made to 
their relatives in foreign countries, and similar inter- 
national debit items. 

Incidentally I may remark that one of the things most 
surprising to the economist is the ease and rapidity with 
which this enormous and complicated mechanism func- 
tions in times of peace. It is remarkable that when a 
country has large obligations of any sort to meet abroad, 
even though those obligations in each individual trans- 
action involve a necessity of remitting the equivalent 
of cash, the movement of actual cash is so small that 
the other main resource, the movement of commodi- 
ties, seems to take place spontaneously. There are some 
knotty problems as to the precise steps by which this 
apparently spontaneous movement of commodities is 
brought about; but that it is brought about is obvious 
on the face of the facts. Gold moves very little; ex- 
ports pay for imports. 

One of the most persistent forms which the popular 
misconception assumes is that of supposing that the 
balance of trade between one country and a single other 
country is of significance. Many think that if we buy 
more from Canadians than we sell to them, our trade 
with that country is a losing one. If, on the other hand, 
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we sell more to Canadians than we buy from them, they 
think it a profitable one. It so happens that our trade 
with Canada has at one time been supposed to be in this 
way disadvantageous, and at another time to be ad- 
vantageous. Half a century ago we bought more from 
Canadians than we sold to them, and were thought to 
be thereby losing money. Of late years we have sold 
to Canadians much more than we have bought of them, 
and have been thought, conversely, to be making money. 
The simple fact, familiar enough to persons conversant 
with international dealings, is that balances of this kind, 
one way or the other, are settled and disposed of by 
compensating dealings with other countries. During 
the earlier period, when we bought more from Canada 
than we sold, we were enabled to effect our payments 
through exports to England. These supplied the basis 
for sterling exchange and served to settle our balances 
with Canada. In more recent years, precisely the con- 
verse operation has taken place. We have sold more to 
the Canadians than we have bought from them. But 
the Canadians have sent heavy exports to England, and 
they have also borrowed heavily in England; and it is 
their credits in England which have enabled them to pay 
for the goods which they have bought of us. From 
South American countries and from the far east we 
have bought, year in and year out, more than we have 
sold to them. We have been enabled to pay for the 
commodities thus bought because of our heavy exports 
to other countries, chiefly to Europe. The balance of 
trade between any pair of countries is rarely such as to 
bring about an equalization of their exports and imports. 
It is in the grand total of a country's transactions 
that we find the equalization of imports and exports, 
or rather the equalization of all of a country's in- 
ternational debts and credits; and it is this broad 



422 QUARTERLY JOURNAL OF ECONOMICS 

equalization which serves to bring about a settlement 
without the flow of specie. 

Incidentally, it may be pointed out that the great 
war, which has disrupted all international trade and all 
its mechanism, has brought unique consequences as 
regards this particular phase of dealings between na- 
tions. Although in times of peace the balance of trade 
between one country and any single other country sig- 
nifies nothing and does not affect seriously the flow of 
specie between them, the case has become different 
under the conditions of the present war, and particu- 
larly under the conditions which have developed since 
our own entry into the war. The balance between each 
pair of countries has come to be of real moment. In 
times of peace the Americans were able to pay for their 
heavy imports of coffee from Brazil or raw silk from 
Japan through credits based on heavy exports of bread- 
stuffs and cotton and copper to European countries. 
London was the clearing house for these transactions, 
which were disposed of irrespective of the particular 
relations of the United States with Brazil and Japan. 
But all this mechanism is now broken up. Our exports 
are largely on government account; and we get for them 
not credits in London upon which we can draw, but the 
promises to pay (the bonds) of foreign governments, 
which are tucked away in the United States Treasury 
vaults, and which for the time being are not available 
for any financial purpose. We must square accounts in 
Brazil or Japan or Argentina in some other way. The 
exports of specie to them takes place almost solely as a 
result of their special dealings with ourselves. It may 
assume proportions quite unexpected and possibly em- 
barrassing. But these are war problems, not peace 
problems; abnormal and temporary, and to be ignored 
in a consideration of permanent conditions and perma- 
nent policy. 
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It need not be said also that the great war has brought 
abnormal conditions in other ways. As I have just said, 
the usual machinery for the equalization and settlement 
of international payments has broken down. The 
United States, during the period of our neutrality, did 
receive great amounts of actual gold, in payment for 
extraordinary exports. Since our participation in the 
war, we have arranged to end this inflow of gold once 
for all, and to accept from our allies their promises to 
pay. And yet the previous flow of specie, astonishingly 
great as it was, lasting as it did for a period astonish- 
ingly long — for the first three years of the great war 
— illustrates the principles with which it seems to be 
in contrast. True, we received unusual amounts of 
specie; but were we made richer thereby, or more pros- 
perous ? The result was higher prices, higher wages, 
higher cost of living, all the phenomena of infla- 
tion, all its attendants of feverish speculation. We 
should have been better off if we had received not 
the gold, but the things which we should ordinarily 
have received in payment for increased exports, 
namely a heavier volume of imported commodities. 
Under ordinary conditions we should have received 
very little specie, but much coffee, sugar, spices, 
wool, tin, jute, sisal; doubtless also more of finished 
manufactured goods, such as cottons, woolens, linens, 
and silks. It is the abundance of these commodities 
which signifies true prosperity. The influx of gold 
resulted simply in the cheapening of gold, that is, in 
a general rise of prices. It supplied the basis for an 
extension of credit which inaugurated the too familiar 
conditions of inflation. These have been accentuated 
since our own participation in the war; they still are 
stimulated largely by the great fund of specie which had 
come in before. 
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But, to repeat, these are abnormal conditions. What- 
ever the course and duration of the war, whatever the 
changed conditions of international trade which will 
ensue after peace, we must expect an eventual return to 
the normal conditions of peaceful trade. It is conceiv- 
able that a redistribution of specie among the different 
nations of the world will take place during the first year 
or two after peace; but, as before, the mechanism of 
foreign exchanges will again be at work, the flow of 
specie will be reduced to a minimum, exports will pay 
for imports. And it is obvious that in our consideration 
of the foreign trade of future years, we must have in 
mind these eventual conditions of peaceful exchange. 

One further word on this general subject. The labor 
and capital which we put into our exported commodities 
serve to procure for us the imported commodities. That 
labor and that capital may be said with perfect accuracy 
to produce the imported commodities. In the same way, 
the labor which the Dakota farmers put into wheat 
growing procures for them, and may be said to produce 
for them, the shoes, iron, and sugar which they buy from 
New England and Pennsylvania and Colorado; and 
the labor which the New England operatives put into 
manufacturing boots and textiles procures for them — 
may be said to produce for them — the wheat and flour 
which they buy. The prosperity of any one geograph- 
ical group depends both upon its turning out a large 
quantity of the immediate products of labor and upon 
its exchanging those products for other products. Our 
foreign trade, our combined imports and exports, pro- 
mote our prosperity as a people if we produce effec- 
tively and cheaply commodities which we export, and 
if we also exchange those exported commodities on ad- 
vantageous terms for the imports. It is the first-named 
factor which is the more important: the gain which we 
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secure from our foreign trade depends chiefly on the 
effectiveness with which we apply our labor to produce 
exports. 

Now to this general proposition I would invite atten- 
tion somewhat more carefully because on it hinges 
what I shall say presently concerning the way in which 
we should shape our commercial policy. Our foreign 
trade promotes our prosperity if we make our exported 
goods effectively and cheaply. The fundamental factor 
is the effectiveness of our labor and capital, and the 
cheapness with which we can consequently put our 
commodities at the disposal of foreign purchasers. By 
cheapness is meant, cheapness all things considered; 
quality as well as quantity, good quality as well as 
moderate price; or, if the price seem high, quality so 
good as to make the high price worth while. Sometimes 
the needs of other people are satisfied by giving them 
large quantities of goods of poor quality at a low price; 
and a considerable part of the export trade of England 
and Germany is secured in this way. The exports from 
the United States have usually been good rather than 
cheap — not so much low in price, as good in quality 
and moderate in price. But in any case it is the effec- 
tiveness of our industrial powers in producing a thing 
which is cheap in comparison with its quality, that un- 
derlies all prosperous foreign trade. The very existence 
and maintenance of exports rest on this basis. All 
trade promotion, all banking and transportation facili- 
ties, all the trade agents and embassies, all the agitation, 
all patriotic devotion, avail nothing if this fundamental 
factor be lacking. 

The effectiveness of labor and capital means something 
different from that which is usually implied by the 
word " efficiency." " Efficiency," as that term is often 
used, refers to special and individual skill, intelligence, 



426 QUARTERLY JOURNAL OF ECONOMICS 

and activity on the part of the individual workman, to 
his mental endowment or personal aptitudes or muscular 
strength. Now, it is true that the high standard of liv- 
ing and the greater spirit of activity in this country do 
bring it about that our workmen are, man for man, more 
efficient than those of foreign countries. But it is not 
solely, or even primarily, efficiency in this limited sense 
that I have in mind when speaking of the effectiveness 
of our labor and capital. I refer to the cumulative in- 
fluence of all the factors which combine to bring about 
the final production and final putting on the market of 
the exported commodities. The factors are many and 
diverse: not only the individual efficiency of the men, 
but ingenuity on the part of inventors and engineers in 
perfecting machinery, skill in the designing and organi- 
zation of plants, brains and enterprise in management, 
intelligence in the distribution and sale of the goods. 
No small part is played by transportation and especially 
by inland transportation. Whatever may be charged 
against our railways, they have succeeded in cheapening 
transportation immensely, especially in long-distance 
hauls, and they have been a powerful factor in increas- 
ing the effectiveness of the total labor of the industrial 
processes. And, throughout, the thing which probably 
tells most of all in assuring a combined effectiveness of 
our labor and capital is industrial leadership. It is this 
which has made the modern economic world; it is this 
which justifies business and the profits of business. I 
need not say that this means also leadership in service. 
Successful leadership implies as its end and purpose, 
not money making, but service in promoting the effec- 
tiveness of industry. That the spirit of successful 
leadership is the spirit of service has never been more 
fully demonstrated than during this, the first year of 
our participation in the war. The business leaders have 
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recognized their responsibilities and taken advantage 
of their opportunities. They have put themselves at 
the service of the government and have served without 
stint in the conduct of its affairs. Money making is 
evidence of capacity to do service; true success, whether 
in war or peace, is the rendering of the service. 

II 

We shall come nearer to the heart of the matter, 
when we pass from these generalities to some things 
more concrete and, more particularly, to some conclu- 
sions which follow from these simple and incontestable 
general principles. Let us consider some devices for 
promoting foreign trade which in the light of these 
principles appear dubious. They appear dubious be- 
cause not consistent with the fundamental principle of 
effectiveness. They are not indeed to be condemned 
offhand; but they call for critical examination, for care- 
ful discrimination, perhaps for rejection. 

First of all, and most dubious of all, are export boun- 
ties — bounties paid directly by governments upon 
the export of commodities. These are, on the face of 
it, a confession of lack of effectiveness. They mean 
that the commodities cannot be exported upon their 
merits. True, they may mean low price in the sale of 
the commodities, since the exporter makes up for a 
price in itself unprofitable by the bounty paid him. 
But that very circumstance indicates that the sales do 
not mean low cost or, what amounts to the same thing, 
they do not mean high effectiveness. The bounties do 
not really cheapen your goods in the important sense of 
cheapness; they mean that a payment from the public 
purse makes up for a lack of effectiveness. Remember 
that, in the last analysis, the labor which procures im- 
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ports is the labor which serves to produce your exports. 
If an export bounty is paid, you must reckon as part of 
the total cost of your exports not merely the labor di- 
rectly applied to them, but also that which is involved 
in the export bounty. The money for the export 
bounty comes out of taxes; and taxes mean that a part 
of the community's labor is turned by the government 
into the channels for which its payments are made. In 
addition to the labor needed for producing the exports, 
we must reckon the labor involved in paying the bounty. 
A country simply deceives itself when thinking that it 
gains by this process. 

Only if we accept the old and long discarded notion 
that any foreign sale whatever is profitable, can we 
conceive of export bounties as being advantageous to 
a nation. If, indeed, we take the view that an export 
sale in itself necessarily constitutes a profit; if we are 
so ill-informed as to think that the gold actually flows 
in for every item of exported goods, and so ill-advised 
as to believe that an unending inflow of gold makes a 
country unendingly prosperous, then indeed we may 
think that export bounties promote fundamental pros- 
perity. But the fallaciousness of this way of looking 
at the matter does not need to be dwelt upon. The 
exports signify not gold or riches, but imported goods 
got in exchange; and if in the payment for those im- 
ported goods we also tax ourselves in order to pay a 
bounty, we lose so much of the real gain from foreign 
trade. 

It is fair to say that direct public bounties upon ex- 
ports have virtually ceased. The most striking instance 
of their payment upon a large scale was in the bounties 
upon the export of beet sugar which were paid for some 
twenty years preceding 1903 by various continental 
countries. All these countries sinned, and all of them 
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became in due time thoroughly repentant. The sense- 
less rivalry in bounty paying upon exportation of beet 
sugar went so far as to make serious inroads upon the 
public exchequers of several countries, and it was a real 
relief to them when Great Britain in 1903, by refusing 
to remain longer the one country into which bounty- 
fed sugar could be dumped upon a considerable scale, 
put an end to the whole business. 

The second dubious device, and one in which the 
problems are more difficult and complicated, is that of 
special transportation rates for export business. To 
simplify the question of principle here involved, and 
strip it of the political and naval problems that are con- 
nected with ocean transportation and the merchant 
marine, let us confine the discussion to rates for inland 
transportation. Railroad rates constitute the most 
conspicuous and the most debatable problem. It must 
be admitted that most governments do in fact follow 
the practice of allowing special railroad rates for export 
business; not only Germany and France and the coun- 
tries of the Continent generally, but the United States 
also. Our inland rates to the seaboard on various com- 
modities are lower for export business than for purely 
domestic business. The Germans are often roundly 
accused of making reprehensible use of this device. It 
must not be forgotten that we have done the same under 
private management of railways, and that our govern- 
ing authority, the Interstate Commerce Commission, 
has repeatedly sanctioned the practice. 

It is obvious that if a railroad were to transport for 
nothing — if it were to give away the transportation 
once for all — the case would be the same as that of an 
export bounty. The article so transported, could in- 
deed be sold abroad at a comparatively low price. But 
that low price would not be a sign or a consequence of 
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effectiveness in production; for there would not be in- 
cluded in the price a real and important element of ac- 
tual cost, namely the transportation expense. In such a 
case we should not be exporting at really low cost; we 
should be concealing a substantially higher cost. The 
item of railroad transportation would not be obliterated 
or saved, but would be simply paid for in some other way. 
It would be made up either by the railroads themselves 
out of their general profits, or by the domestic shippers 
and consumers through higher rates upon domestic busi- 
ness, or by a combination of these processes. 

If, now, transportation is not given away outright, 
but is offered at reduced rates on export business, the 
case seems to be in essence the same, only not to proceed 
quite so far. To the extent to which the process of re- 
duction or favoritism is carried there is a concealment 
of real cost. Consider the several elements of the situa- 
tion. The export rate is lower than the domestic rate. 
But that domestic rate itself may be presumed to be 
reasonable, that is, reasonable in view of cost of carriage, 
and based principally on cost of carriage. All our 
regulatory legislation, our Interstate Commerce Com- 
mission, all our state commissions, are established to 
insure the carriage of traffic at reasonable and proper 
rates; and reasonable and proper rates are such as con- 
form upon the whole to cost of carriage. If, now, the 
domestic rate is reasonable, and the export rate is lower 
than the domestic rate, the export rate will seem neces- 
sarily to be less than cost of carriage. Such a special 
export becomes a device for artificially forcing the ex- 
ports, and is essentially like a bounty; it means sham 
effectiveness, not real effectiveness. 

It must be admitted at once that this is by no means 
everything that can be said on the problem of railway 
rates on export business. The railway rate problem is 
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highly complicated. Every student of the relation of 
rates to cost of carriage knows that cost is almost im- 
possible to allocate with exactness. " Reasonable 
rates " are extremely difficult to fix with precision. 
Even though a general average be arrived at which is in 
right relation to cost of carriage, the determination of 
such an average does not necessarily lead to the corol- 
lary that each individual rate can or should be similarly 
fixed in direct relation to cost of carriage for the indi- 
vidual item of traffic. Special rates are often justified 
by special traffic conditions. Special rates upon export 
traffic may be justified in view of special conditions. 
But it would seem that they should be granted only in 
the same way and on the same principles as any other 
special rates — perhaps in view of unusual competition 
by alternative routes, perhaps in view of the utilization 
of equipment otherwise idle. They should not be 
granted simply and solely on the ground of export des- 
tination. Here, too, we must not delude ourselves with 
the belief that the mere fact of export, not based upon 
a real effectiveness in producing and transporting and 
marketing the exported commodities, brings a special 
gain to the country. If indeed we believe that any and 
every kind of export is in itself desirable, that it neces- 
sarily brings of itself a net gain to the country, then and 
then only we shall be prepared to admit, as in the case 
of direct bounties, that special transportation rates for 
export are in themselves desirable. But that hoary fal- 
lacy we have rejected. Special export rates are open to 
suspicion on the same ground that export bounties are 
open to suspicion; the case for them must be affirma- 
tively established, like that for every special rate in 
every branch of railway transportation. 

Turn now to a third device, also questionable. What 
is to be said of special prices made by the producers for 
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export business — lower prices than are asked and ex- 
pected on strictly domestic sales ? Are they good, and 
are they to be encouraged ? 

Now, on the face of it, lower prices for exported goods 
than for the identical goods sold in the domestic market 
seem open to the same objections as transportation 
favors and seem equally dubious. Here too, let us 
fasten attention to special prices resting solely upon the 
fact of export destination, just as, in the case of rail- 
ways, attention was directed to railway rates made 
solely in consideration of export movement. We seem 
to be confronted by a similar dilemma. If the export 
price is specially low, the domestic price must be made 
specially high, and (it would seem) must be unreason- 
ably high. If the export price is lower than would be 
warranted by real effectiveness, the domestic price must 
be higher than is warranted by real effectiveness. If 
the export sales are at less than cost, domestic sales must 
be at more than cost. 

This dilemma is most often stated, and most effec- 
tively stated, in cases where there is monopoly or some- 
thing close to monopoly. Suppose that a single concern 
has control of a given product or set of products; it 
will often sell in one market at a cheaper rate than in 
another market. A glaring instance, laid bare by re- 
peated public investigations, was that of the policy 
which the Standard Oil combination followed in its 
domestic transactions; it sold in some domestic markets 
at lower prices than in other domestic markets. Now, 
if the price in the favored market was sufficient and 
reasonable, ipso facto the price in the non-favored mar- 
ket was more than reasonable. Similarly, if an export 
price is in itself sufficient and reasonable and in right 
accord with cost, then the domestic price, if greater, 
must necessarily be unreasonably high and in excess of 
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cost. If, on the other hand, the lower price to foreigners 
is in itself not enough to cover costs, then the domestic 
price must in the long run cover the difference; the 
domestic price must be too high. And in this latter 
case the exports, if made at prices which do not in 
the long run really cover costs, are based not upon 
real effectiveness of industry, but upon concealment 
of real cost, precisely as in the case of export boun- 
ties. The argument is that the practice either involves 
undue prices to the domestic consumer, or else a sham 
of effectiveness in producing the exported article, not 
real effectiveness. 

Here again, as in the case of railway rates, this mode 
of dealing with the problem may not probe it to the 
bottom. If railway rates are highly complicated, some 
problems of price and of cost in relation to price are 
almost equally complicated in any large-scale industry. 
The situation is far from simple; it raises all the ques- 
tions of fixed charges, of overhead expenses, of cost 
accounting and the allocation of costs, of business poli- 
cies in the face of fluctuating demand, of the ways of 
meeting alternate cycles of activity and depression, of 
security and continuity in industrial operations. It 
raises, too, the question of the difference between a 
sporadic and a systematic application of special export 
prices. In the early stage of export trade, special al- 
lowances on exports may be part of an effective policy 
of merchandising. Practices of this kind tend to be- 
come less widely applied in the later stage of fully de- 
veloped and continuous export business. There are 
here unsettled questions not only of economic analysis, 
but also of sound business policy and of effective indus- 
trial leadership. 

But, when all is said, it would still seem that practices 
of this sort, namely, special rates upon export trade, 
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must be on the defensive. It needs to be proved that 
they are really advantageous to the community. At 
first sight they appear to be disadvantageous — to mean 
not real effectiveness of industry, but concealment of a 
cost or burden actually incurred in the export part of a 
business, yet borne not by that part but by the rest of 
the business or by the community at large. And here 
once more let us not fall, as involuntarily we do, into 
the deceitful belief, or perhaps the flattering unction, 
that the sending of goods abroad is in itself a thing 
which brings money into the country and thereby makes 
us all more prosperous. Let us hold fast to the funda- 
mental principle that the exports are the means of 
producing the imports, and that only if there be real 
effectiveness, real success in the application of our labor 
and capital, does the country gain. 

In all discussions of special export prices and of dump- 
ing, a distinction must be borne in mind between spo- 
radic and permanent transactions — between occasional 
sales at special prices and a permanent policy of lowered 
prices for export. No one questions that conditions 
may arise at times in any business venture which will 
compel the disposal of a block of commodities at any 
price they will fetch when thrown upon the market. 
These are not pleasant or welcome conditions, but they 
must be faced as sometimes inevitable. It is quite a 
different matter, however, to sell permanently and sys- 
tematically one part of your output at a different price 
from the rest of your output. To put it another way, 
it is more than questionable whether overhead, or gen- 
eral expenses, should be permanently distributed in such 
a way that any part of the sales will be made without 
consideration of this burden, or without due considera- 
tion of it. In the long run, and as a matter of perma- 
nent policy, every part and parcel of the output should 
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bear its due share of the total cost of bringing it to 
market. If in the long run it does not so bear its due 
share — if it is sold in such a way that the overhead or 
general expense is not properly debited against it — 
then sooner or later the rest of the output must bear 
more than its due share of the general expense. The 
overhead must necessarily be paid for somehow. No 
part of a business really pays which fails to pay its pro- 
portionate share of the expenses of conducting it. This 
is no less true of foreign trade than of domestic trade; 
no less true for the country at large than for a separate 
business. Sales may be made occasionally without re- 
gard to general cost, and even with little regard to the 
direct or specific expenses entailed for the particular 
items. But in the long run, and as a permanent policy, 
sacrifice sales and special price sales are not profitable 
to the individual business, and are not profitable to the 
nation. In our discussions of foreign trade and of 
foreign trade policy it is the permanent conditions and 
the long run results which we must primarily bear in 
mind. The continuous and successful expansion of 
foreign trade must rest not upon sporadic or occasional 
transactions, but upon those which can be continued 
with advantage year after year, and on essentially the 
same basis year after year. 

Fourth and last, is a dubious device of a different 
sort: special concessions in foreign countries, in the 
form of lower rates of duty on our goods when exported 
to those countries. Shall we try to arrange commercial 
treaties or reciprocity agreements on the basis of as- 
suring to American commodities, when they reach the 
foreign custom house, lower rates of duty than are ex- 
acted on the same commodities when imported from 
third countries ? To simplify this case also, let us set 
aside any arrangements which are based on particularly 
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close political ties or on geographical contiguity. We 
have at present, for example, arrangements with Cuba 
by which American commodities are admitted into Cuba 
at lower rates of duty than commodities from other 
countries. These arrangements have a political as well 
as an economic aspect. They were introduced and 
justified largely upon political grounds, indeed quasi- 
sentimental grounds, namely, the close affiliation be- 
tween this country and Cuba which was the result of 
our intervention in freeing Cuba from Spain. Let us set 
aside, also, cases in which an extended frontier leads to 
special freedom from duties and justifies that freedom. 
Such a relation exists between Portugal and Spain, or, 
to come nearer home, between the United States and 
Canada. Our frontier is contiguous to that of Canada 
over many thousands of miles and the facilities for con- 
venient border trade at many points would readily 
justify our entering into special commercial relations 
with Canada. We had such relations in the past, under 
the reciprocity treaty of 1854, and on our statute books 
we still have the reciprocity act passed in 1911, offering 
freedom from duty for a considerable list of articles on 
condition that Canada grant to our commodities a like 
freedom. That offer we still hold open. Cases of this 
kind — our relations with Cuba and Canada — present 
some problems of their own, to be dealt with on grounds 
of their own. The question of principle may be weighed 
quite on its economic merits, by examining a special ar- 
rangement where there are no such complications or, 
rather, no such simplifications. Consider, for instance, 
the arrangement which we now have with Brazil 
whereby certain American commodities are admitted 
into that country at lower rates than are imposed upon 
the same commodities when they reach Brazil from 
other countries. 
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Here again the test of real effectiveness may be ap- 
plied. Special favors in Brazil may enable us to sell our 
exports to Brazil; but they do not cause us to be really 
effective in serving either the Brazilians or ourselves. 
If our exporters cannot do the business without the dis- 
criminating rates — if they cannot sell in Brazil with- 
out such aid — then the exporters of other countries 
are obviously more effective in serving them. Our ex- 
porters then are bolstered up, not indeed at the expense 
of our domestic customers or of our own treasury, as in 
the case of export bounties or of special transportation 
rates, but at the expense of the Brazilian consumers. 
Their lack of real effectiveness is made up by the ex- 
clusion of the more effective competitors. It is once 
more a case not of real effectiveness but of sham effec- 
tiveness. 

Once more, let me not be misunderstood. Ties of 
friendship and of friendly political affiliation may lead 
to special reciprocity rates or to special trade agree- 
ments, regardless of direct material benefit to one party 
or the other. Of this our relations with Cuba give a 
striking example. But the governing conditions of 
trade in the world at large are not of this sort. Trade 
in the main has been and will be a matter of material 
advantage. In the main we must export on the same 
terms and on the same conditions as our rivals. If we 
secure special favors, we can justify them only on the 
ground that the countries which grant them are willing 
to make a sacrifice for the sake of carrying on a trade 
which is not in itself the most advantageous for them. 
In the long run we cannot expect them to do other than 
to maintain the most advantageous trade. In other 
words, in the long run we must rely upon real effective- 
ness and upon real service, not upon special favors or 
discriminating rates of duty. That which is advanta- 
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geous in our own domestic transactions, namely, the 
maximum effectiveness of labor and capital in produc- 
tion, is also advantageous in our foreign trade, both to 
ourselves and to countries with whom we trade. Here 
is the only source of real benefit to all concerned, the only 
secure basis of a continuing export trade. All favors, 
all discriminations, all special rights, all promotion and 
advertising, sink into insignificance as compared with 
this fundamental factor. To make our export trade 
enriching and of real national profit, we must so organ- 
ize and conduct our industries that we shall make 
goods plentifully and cheaply, and we must sell our 
goods on their merits and on tempting terms, to every 
customer at the same price. 

To take this position is by no means the same thing 
as to adopt a policy of laissez faire in foreign trade; 
neither does it imply any commitment one way or the 
other on the question of protection and free trade. It 
does imply a policy of non-discrimination, or at least 
one of resolvedness neither to discriminate nor to be 
discriminated against. The United States must hold 
itself free to adopt such tariff policy as seems suited to 
its own interests. It must leave to other countries the 
same freedom. But whatever tariff system we adopt, 
we should aim to apply it without discrimination to all 
comers; and whatever system another country adopts 
we should wish that country to apply to ourselves on 
the same terms and in the same way as to others. The 
essential principle in the general attitude which I here 
suggest is that of non-discrimination. 

It is conceivable that a policy of this sort cannot be 
carried out to the full. Indeed, it is certain that it can- 
not be successfully carried out by merely proclaiming 
it, or by merely expressing our wish to abide by it. 
Other countries may adopt tariff legislation which dis- 
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criminates against the United States. Should they do 
so, we must be prepared to apply pressure to them, and 
in case of need to discriminate against them. We now 
possess virtually nothing in the nature of a bargaining 
weapon. Something of the sort is indispensable. We 
should have provisions on the statute books enabling 
the administration to meet discrimination by discrimi- 
nation, force by force. We should be able to say to 
other countries which refuse to grant us terms as favor- 
able as their terms to third nations, that we shall in turn 
subject them to unfavorable or discriminating rates. But 
our purpose in securing and exercising this should be 
not that of putting discriminations into effect, but that 
of removing them. The goal, to repeat, should be the 
open door, the same treatment for all. 

To sum up: the four devices for promoting export 
trade considered in the preceding discussion are first, 
export bounties; second, special transportation rates 
on export traffic; third, special reduced prices on com- 
modities sold for export; and finally, lower duties on 
American goods in foreign countries, secured by nego- 
tiation or treaty. Among these the first and the fourth 
— export bounties and duties (fiscriminating in our 
favor — are the most dubious of all. The second and 
third — special transportation rates and special ex- 
port prices — though they raise intricate questions 
and are not so clearly out of accord with sound policy, 
nevertheless have a presumption against them. In all 
four cases we should at the least pause, and inquire with 
a fair and open mind whether these several methods of 
action really conduce to the prosperity of the United 
States or the prosperity of nations. 

Not only, however, are such devices dubious, some- 
times even clearly bad; but they are constant causes of 
misunderstanding, suspicion, recrimination, interna- 
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tional friction. They arouse irritation most of all when 
they are concealed, or supposed to be concealed. Like 
many another aggressive act, they stir resentment most 
sharply when they are furtive. 

It is not difficult to adduce cases where there has been 
concealed or furtive resort to one or another of these 
devices. One instance of the kind has already been 
referred to, namely, the much-discussed export bounties 
on beet sugar from the continent of Europe. They had 
their origin in a drawback payment which was supposed 
to be merely the equivalent of an internal or excise tax, 
but which in fact developed into a drawback because 
in excess of the excise actually collected. A similar 
case has more recently been the occasion of a ruling by 
our own Treasury Department. Certain drawback pay- 
ments were made by Germany on the export of grain 
and flour, based not upon the exportation of the identi- 
cal materials on which the taxes had been paid (in this 
case import duties) but upon the exportation of equiva- 
lent amounts irrespective of identity. Our Treasury 
Department felt compelled to rule that a virtual bounty 
upon export had been paid — not necessarily with de- 
liberate intention, but with substantially the outcome 
of a bounty payment. Cases of this kind are precisely 
of the sort to arouse suspicion of an intent to circumvent 
a competitor which does not appear upon the face of the 
proceeding. The same is true of the preferential trans- 
portation rates. True, they may rest on a really sound 
railway policy; they may be occasioned, for example, 
by competitive route conditions such as are universally 
recognized, both in the policies of privately owned and 
of publicly owned railways, as justifying special rates. 
Nevertheless, when granted to export traffic, the sus- 
picion always arises that they rest not honestly upon a 
sound basis of this sort, but upon something different 
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and dubious. They are believed to evince an endeavor 
to outwit and circumvent, by hook or by crook, the 
foreign competitor. 

One further case in which misunderstanding and sus- 
picion arise deserves to be noted. The mode in which 
international arrangements for favors in the way of im- 
port duties are brought about may be the cause of irri- 
tation on the part of rival countries. An arrangement 
is now in force between the United States and Brazil, 
by which some American commodities are admitted 
into Brazil on the payment of duties lower than those 
applicable to commodities from other countries. We 
now possess in Brazil the advantage of duties discrimi- 
nating in our favor. This arrangement, however, rests 
officially and formally upon no treaty or commercial 
agreement, but on the voluntary act of Brazil. So far 
as appears upon the official record, that country, out of 
spontaneous friendliness for the United States, volun- 
tarily grants us the discriminating duties. Yet anyone 
conversant with the history of our dealings with Brazil 
knows that the arrangement goes back to a preceding 
period of negotiations and treaties in which we asked 
urgently for favors of the same sort. Whatever the 
formal record, it is not supposed by any open-minded 
and well-informed person that the favors were granted 
without persuasion by our diplomatic representatives. 
Certain it is that they are supposed by other countries 
to have had such a basis and such an origin. We possess 
advantages, but do not come into the open and let it be 
known in what manner or by what sort of persuasion we 
have succeeded in securing them. Our position, at best 
not easily defended, is the more open to attack because 
believed to be not entirely straightforward. 
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III 

I pass now to some considerations of a more general 
sort. What is our present attitude in the international 
sphere ? All relations between nations are in the melt- 
ing pot. The great war has opened a new era. We can- 
not separate our industrial and trade policy from our 
political and military policy. Whatever attitude we 
take toward the world in the larger phases of interna- 
tional politics must be reflected in our policy with regard 
to foreign trade. 

One common attitude should lead us to pause and 
reflect. We are often told of America's opportunity, of 
the opening made for American trade and American ex- 
ports by the ousting of the Germans and the crippling 
of the European countries which are our allies. We have 
a chance to establish ourselves, it is said. Let us oust 
our rivals, push our trade, get a firm footing, hold our 
gains after the war. 

Much of the language used in this connection has not 
a pleasant or a generous sound. It suggests a spirit of 
rejoicing at a chance to hit one's rival when he is down. 
We are urged to take advantage of the misfortune and 
weakness of others, and to establish ourselves in their 
places in such a way as to prevent them from having 
any opportunity thereafter. We much resent such an 
attitude when we suspect it in the case of another coun- 
try. Should we not sedulously refrain from manifesting 
an ungenerous attitude ourselves ? 

The war beyond doubt will alter seriously the old cur- 
rents of trade. The force of habit is strong in commerce 
between nations as it is in commerce within a country. 
Many trade arrangements of the past have maintained 
themselves largely by inertia. The war necessarily 
brings a shock, and makes new combinations possible. 
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The situation is not dissimilar in our import trade. 
There too the war has precipitated a change. Some 
commodities formerly imported into the United States 
may never be imported again. In consequence of the 
cessation of imports, goods formerly imported have been 
made by domestic producers who may hold their own, 
even without any changes in our import duties, when 
peace has once been restored. As regards exports also, 
it will probably turn out that some commodities of 
which the foreign sale has been suddenly and even 
dramatically stimulated by war conditions, will con- 
tinue to be exported after the restoration of peace. All 
the ties and traditions of former times have been broken. 
The opportunity is open to all; the field is free. But 
let us enter it as a free and open field, and not endeavor 
to make it a closed field of our own. Let us rest our 
forward endeavors not upon the misfortunes or weak- 
nesses of others, but on our own inherent strength. 
Let us ask no favors, let us use no unfair or deceptive 
devices. Let our true strength be revealed, not our 
weaknesses concealed and overcome by artifice. 

Our general attitude in international affairs has been 
stated in eloquent words and in a noble spirit by Presi- 
dent Wilson. Repeatedly and unequivocally he has an- 
nounced to the world that we have entered the war with 
no selfish aim. We desire no territorial acquisitions, no 
industrial favors. We are fighting for ideals. We have 
unsheathed the sword reluctantly, and only because 
sadly convinced that the world is not safe unless infused 
with a new spirit and readjusted to a safe order. Our 
strength before the bar of the world's public opinion 
rests upon the unselfishness of our policies. We are 
fighting not for ourselves, but for humanity. 

These reflections on our general attitude, combined 
with a rational conception of the significance of foreign 
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trade and of the best ways of promoting it, lead finally 
to two fundamental conclusions. First, we should cul- 
tivate in our domestic policy and in the ordering of our 
own industrial conditions the spirit of effectiveness in 
industry. Second, we should cultivate in our interna- 
tional arrangements the spirit and the letter of the open 
door. 

First, we should rest competition in the international 
field on the effectiveness of our industries. In the plain 
every day work of the industrial sphere, as well as in the 
higher levels of international politics, we should stand 
for an open and honorable rivalry. The extension of 
our export trade should be based upon effectivness in 
service — on well-paid labor well applied, and on ser- 
viceable goods produced cheaply and offered to all 
comers on the same terms. Our international trade, 
like our international polity, rests on a sound basis only 
if it conduces to the advantage of others as well as to 
ourselves. We shall exchange goods profitably with 
other countries if the profit and the benefit of others is 
no less than our own. And this result is achieved, to 
repeat once more, not by bounties, not by special prices, 
not by overt or furtive discriminations in our favor, but 
by the plain and fundamental fact of doing our work 
well and doing a service to others. The keynote of our 
foreign trade policy should be effectiveness in industry, 
service to all. 

Second, our international policy should be frank and 
open, and in commercial matters that of the open door. 
The open door policy, it need hardly be said, means that 
we wish no special favors for ourselves, and oppose 
special favors to others. We have adopted it and fol- 
lowed it unflaggingly and without qualification in the 
far east. There we have maintained that the United 
States and other nations should all stand upon the same 
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footing in economic and financial competition. We 
believe that all negotiation should be simple and 
straightforward, and that the outcome should be the 
establishment of the same terms for everyone. We wish 
a fair field, an honorable rivalry. It is our pride that 
in the Orient we have nothing to conceal, nothing to ex- 
plain, nothing to apologize for. Our policy in the Occi- 
dent should be no less the cause for a just pride. We 
wish for no discriminations in our own favor, we are 
opposed to oliscriminations in favor of others. We stand 
for open dealing, open diplomacy, open commerce. 
Our democracy is idealistic; our international aims are 
idealistic; our trade policy should no less rest upon 
ideals. 
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